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U.A.E. KEY ECONOMIC INDICATORS 
U.S. $1.00 = 3.88 dirhams (1977); 3.86 (1978); 3.80 (1979); 3.70 (1980) est. 


1977 1978 1979 1980 


Income, Production, and Employment 
GDP Current Prices (1) 13,195 13,900 17,200 22 ,500** 


Per Capita GDP Current Prices $15,307 $15,800 $19,111* $23 ,684** 

Crude Petroleum Production 729.5 667.8 667.8 617.6%** 
(millions of barrels) 

Labor Force (thousands) 450 459 485 528% 

Population (thousands) 862 877 900 950** 


Money and Prices 
Money Supply [Overall Domestic 5,062 5,750 6,254 


Liquidity (1)] 
Interest Rates 
Average Lending 10.72 10.65% 11.4%% 12.524%*%* 
Average Time Deposit 7.22% 8.002% 9.0%* 9.54%% 
Implicit Non-Oil GDP Deflator 160 180 207 244%% 
1975 = 100 


Balance of Payments and Trade 
Exports (1) 


Oil and Gas 19 ,050** 
Non-Oil and Re-exports 1,000** 
Total 20,050** 
Imports (1)(CIF) 7,500** 
Trade Balance (1) 12 ,550** 
Balance (1) Current Account 9 ,500** 
Balance (1) Overall 
International Reserves (Dec) 
External Public Debt (1, 2) 2 ,700** 
UAE Exports to U.S. (1, 3) 2 ,800** 
U.S. Share of UAE Exports 14Z%%% 
UAE Imports from U.S. (1) 922 .0** 
U.S. Share of UAE Imports 12.2%%* 


In millions of U.S. dollars. 


Estimated reported public debt of Dubai, Northern Emirates. Abu Dhabi and UAE 
have no public debt. 


Figures for UAE exports to U.S. taken from U.S. data. Given difference be- 
tween U.S. arrival data and that used by UAE, U.S. share is indicative and not 
a precise calculation. 


Estimate based on provisional data. 


Estimate based on predicted trend. 





Overview 


During 1979 and the first half of 1980, observers have witnessed a 
steady growth in the economy of the United Arab Emirates and a 
strengthening of the federal system. Buoyed by rising petroleum 
prices, the Emirates of Abu Dhabi and Dubai have laid the groundwork 
for significant industrialization while simultaneously agreeing to 
commit up to one-half of their oil revenues to an increased federal 
budget. A considerable proportion of these federal funds are to be 
channeled through the long awaited and newly promulgated Central 
Bank, scheduled to become operational in December 1980. Under the 
Currency Board, forerunner to the Central Bank, the economy of the 
emirates stabilized in the latter half of 1979, and beginning in 
1980, showed signs of a new maturity. Two issues of 
dirham-denominated certificates of deposit, together amounting to 
over $32 million, were offered separately by the National Bank of 
Abu Dhabi and Khalij Commercial Bank. Inspection procedures for 
banks were improved, and a general consensus supporting greater 
management in monetary affairs emerged. 


On the social front, as federal and emirate planners prepared to 
initiate a new five-year planning cycle covering 1981-1985, 
immigration and labor officials sought to bring order out of the 
patch pattern of liberal immigration policy which had allowed the 
expatriate population to balloon to an unprecedented 80 percent 
majority in a country of less than 1 million inhabitants. As new 
regulations were applied, strains developed, some 
improperly-documented workers were deported, and employers moved 
rapidly to adjust the status of workers they were desirous of 
retaining. In the field of education, a new and energetic minister 
supervised the construction of additional schools, the expansion of 
teacher training programs, and the more stringent application of 
conservative Islamic principles within the classroom. 


While the last year and a half represents a period of change in the 
United Arab Emirates and in the region, most observers have been 
struck by the positive stability maintained in the local civic 
community. Commerce remains relatively free and open, subject to 
laws guaranteeing the participation of UAE nationals in the process 
of economic expansion. Government has shown a wide-ranging concern 
for the welfare of the individual citizen as reflected in universal 
and free health care, housing assistance for the needy, and the 
increasing availability of education to all young citizens. Yet as 
governmental leaders and planners look to the future, they must 
inevitably debate the nature of the society they wish to cultivate. 
Will it be one of industrialization and, if so, what are the 
implications for training of local citizens and employment of 
foreign workers? To what degree will foreign capital and 
participation be required? And by what means will national 
participation be assured? These questions and many others will be 
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asked and answered in the next few years. At present, it should be 
noted the climate for international business in the United Arab 
Emirates is excellent and there is every promise that with the 
continued, orderly evolution of the economic and civic system, 
international firms and private and public national companies will 
push ahead in cooperative ventures to develop the resources of the 
country. 


Engine of Growth 


The production and export of petroleum remains the primary engine of 
growth in the UAE. Of the seven emirates, only Abu Dhabi, Dubai, 
and Sharjah currently have known and exploitable reserves. Ajman, 
Fujairah, Ras al-Khaimah, and Um al-Qaiwain to date have found-no 
significant deposits, but are continuing to explore. While the UAE 
Ministry of Petroleum keeps tabs on overall production levels in the 
country, each emirate, in effect, determines its own oil 
exploitation and marketing policy. -.The largest oil producer among 
the emirates has been Abu Dhabi, producing in 1979 approximately 
1.46 million barrels a day. Dubai followed with an average daily 
production of 354 thousand barrels. Sharjah, by far the smallest 
producer and facing a rapidly depleting reservoir, pumped 
approximately 13,400 b/d in the same year. 


While Dubai and Sharjah continue to explore new areas for petroleum, 
the center of the oil industry in the UAE will remain in Abu Dhabi. 
Desirous of controlling its own resources yet cognizant of the 
creative combination of private industry and government, Abu Dhabi, 
through the Abu Dhabi National Oil Company (ADNOC) has entered into 
joint equity relationships with international oil companies for the 
development of its major fields. Onshore it utilizes the operating 
subsidiary, the Abu Dhabi Company for Onshore Oil Operations (equity 
Participation: ADNOC 60 percent; BP 9.5 percent; CFP 9.5 percent; 
Shell 9.5 percent; EXXON 4.75 percent; Mobil 4.75 percent; and 
Partex 2 percent), and offshore it works primarily through the Abu 
Dhabi Marine Areas Operating Company (ADNOC 60 percent; BP 14.7 
percent; CFP 13.3 percent; and Japan Oil Development Company 12 
percent). It is this type of relationship which allows Abu Dhabi to 
Plan for development of fields and to determine the timing and level 
of exploitation of each reservoir. 


In spite of official policy cutting Abu Dhabi's production to 
approximately 1.27 million b/d as of August 1980, Abu Dhabi through 
ADNOC continues to develop facilities in new areas. An example of 
such development is the Upper Zakum offshore field where ADNOC (88 
percent equity) and Japan Oil Development Company (12 percent 
equity) are investing some $4 billion. The field, operated by CFP 
and presently producing some 50,000 b/d, will be capable of yielding 
500,000 b/d, after 5 years. Yet as UAE Oil Minister Mana Sa'id 
al-Otaiba has indicated, the production policy for the UAE will be 
determined by a number of factors, not just production capability. 





In the past year, energy officials and policy planners in the UAE 
have spoken frequently of producing only enough petroleum to 
generate revenue for current needs and saving adequate reserves of 
petroleum for future generations. Balancing this preference, 
however’, is the UAE government's awareness of the _ critical 
importance of its oil to the world economy and of the need for 
gradual change to enable the international economic system to make 
adjustments. 


A compelling effect of the rise in the price of petroleum, and 
therefore the revenues, is that planners must now devote more time 
to determining directions of expenditures and utilization of surplus 
funds. UAE petroleum revenues, which were approximately $9 billion 
in 1978 and $14 billion in 1979, may well approach $18 billion in 
1980. Even with large import expenditures, estimated at $6.6 
billion in 1979 and possibly $7.5 billion in 1980, current account 
surpluses have been and are likely to remain massive. How to spend 
revenues wisely and invest surpluses to good purpose is a major 
challenge facing governmental leaders. 


Industrialization 


During the oil boom years of the mid-seventies, large amounts of 
money were devoted to infrastructure development and construction. 
In the public sector, schools, highways, ports, and hospitals were 
built and plans were laid for industrialization. In the private 
sector, commerce rocketed and a number of solid local trading 
companies were established. However, an unhealthy expansion of 
credit and a boom town psychology allowed builders to construct far 
too many high-rise office and apartment buildings, some of which 
remain unoccupied today. 


More recently in Dubai and Abu Dhabi--both beneficiaries of large 
petroleum revenues--the Rulers pushed for the expansion of the 
economy through specific industrial projects. Always a leading 
commercial entrepot in the Gulf, Dubai leapt into the process of 
industrialization with a will, devoting billions of dollars to (a) 
construction of Port Rashid of 35 berths and Jebel Ali of a planned 
66 berths; (b) creation of dry dock facilities near Port Rashid 
capable of handling tankers up to 100,000 tons dry weight; and (c) 
establishment of an aluminum plant and gas processing facility at 
the Jebel Ali industrial site. As of the second quarter 1980, both 
Dubai Aluminum (Dubal) and Dubai Gas Company (Dugas) had come on 
line, though not at full capacity. At maximum production, Dubal is 
expected to render 135,000 tons of aluminum per year while Dugas, 
utilizing in part gas otherwise flared offshore, will be able to 
produce on a daily basis 55 million standard cubic feet of residue 
gas, 11,000 barrels of propane, 7,000 barrels of butane, and 7,000 
barrels of condensate. 


Abu Dhabi, too, is devoting enormous sums to the development of 
petroleum-based industry. According to rough estimates, will 





include, inter alia, a gas processing facility, a petroleum 
refinery, a fertilizer plant, and possibly other petrochemical 
industries, and even an iron and steel foundry. Part of the works 
Planned for Ruwais are based on the anticipated delivery of large 
quantities of gas presently flared at Abu Dhabi's onshore fields. 
As the $1.7 billion project develops under the ADNOC subsidiary 
GASCO, this gas will be delivered to Ruwais where facilities 
will provide for processing, storage and loading on ships. 


While the UAE is probably not headed for another boom period, a 
number of major projects outside the petroleum sector also promise 
steady economic growth into the mid-1980s, particularly in Abu 
Dhabi. The largest of these is the construction of a 2000-megawatt, 
150-million gallon/day power generation/desalination complex near 
the Abu Dhabi-Dubai border. Estimated cost of the project is $6 
billion, and numerous foreign and local firms will be involved in 
the engineering, construction and supply of equipment. Other 
projects include a new international airport at al-Ain, an aircraft 
maintenance facility for Gulf Air, the redesign of Abu Dhabi's city 
street network, the development of a recreational island and 
construction of bridges linking Abu Dhabi to neighboring islands. 


Growth will be somewhat slower in Dubai, which has just completed 
development of the Jebel Ali complex. Economic activity in the next 
few years will focus to some extent on light industry, but to a 
greater extent on Dubai's traditional livelihood--commerce. The 
recent establishment of a duty-free zone at Jebel Ali is an 
indication that Dubai intends to strengthen its position as the 
commercial center of the lower Gulf. 


At present, the Northern Emirates can finance only a few projects on 
their own, and must rely on the federal budget to meet many of their 
development needs. Upcoming projects will focus therefore on health 
care, education, and the exploitation of available resources in the 
fishing and agricultural] sectors. 


The federal and emirate-level governments have only recently begun 
to come to grips with the question of non-petroleum 
industrialization and are considering such issues as feasibility, 
incentives, protection, and foreign participation. Except for 
energy, almost all inputs, including labor, must be imported. The 
UAE government is already concerned about the high percentage of 
foreign residents in the total population, and a recent study done 
at the UAE University, indicating that foreigners comprise about 95 
percent of the work force, gives little comfort. Even with capital 
intensive technology and vocational training for UAE citizens, 
industrialization will require additional foreign labor. In the 
coming years, the UAE will have to make some difficult choices 
between the goals of industrial development and a more balanced 
population composition. 





Banking and Government 


With the announcement in August 1980 of the establishment of a 
federal Central Bank to replace the Currency Board within 4 months, 
the UAE marked another phase in its economic development. Though 
the Currency Board has possessed the authority to issue currency, 
regulate interest rates, and oversee the banking system, it has 
suffered from an insufficiency of reserves and a lack of federal 
commitment. Observers are hopeful that, as the result of a March 
1980 agreement between the Rulers of Abu Dhabi and Dubai channeling 
half of their respective emirate's petroleum income to the federal 
government, large sums of money will flow into the Central Bank. In 
order to support the stability of the dirham and ensure adequate 
liquidity in UAE money markets, the Central Bank will require access 
to greater funds than its predecessor has had. As of the first 
quarter 1980, Currency Board assets/liabilities were at 
approximately $1.8 billion with foreign exchange holdings amounting 
to an estimated $1 billion. Reportedly, the Central Bank will 
provide for greater access to funds and considerably larger foreign 
exchange and other reserves. 


After the 1977 banking crisis, the Currency Board and the banking 
community moved to correct apparent difficulties within the banking 
system. A regulation was introduced prohibiting the establishment 
of new banks and a minimum capital requirements ratio was set, 
mandating that a bank's total assets should not exceed 15 times its 
own capital, reserves, and retained profits. Still, the UAE 
authorities are mindful of potential liquidity difficulties. With 
52 commercial banks and five restricted license banks operating in 
the UAE and no foreign exchange controls, there is the danger that, 
as interest rates in foreign markets begin to climb, private money 
will flow overseas and a pronounced drop in liquidity will follow in 
local money markets, threatening smaller banks and merchants. To 
counter this tendency, the central monetary authority can--as 
demonstrated in April 1979 bv the Currency Board--alter interest 
rates banks are allowed to pay on deposits. Currently, maximum 
interest rates on dirham-denominated time deposits under 10 million 
dirhams range from 5.5 percent to 9.5 percent. There are no limits 
specified on interest paid for deposits over 10 million dirhams. 


The Currency Board itself has heen actively aware of the problem of 
maintaining sufficient liquidity in the dirham market. Partially in 
an attempt to discourage the outflow of deposits to foreign markets, 
the Currency Board has revalued the dirham against the dollar almost 
4 percent through graduated steps over the course of an 18-month 
period ending in June 1980. In addition, it has permitted both the 
National Bank of Abu Dhabi and the Khalij Commercial Bank to issue 
dirham certificates of deposit, in value exceeding $32 million 
total, in an effort to make dirham holdings more attractive. 


While concerned about liquidity, the Currency Board is equally 
determined to prevent the recurrence of the heady boom days of 
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credit where inflation ran to 25-30 percent. In 1979, inflation did 
not exceed 16 percent and in 1980 will probably settle around 18 
percent, reflecting slightly the effects of increased petroleum 
revenues and governmental spending. 


That increased petroleum revenues do not have more effect upon the 
domestic economy is the result not only of monetary policy but also 
of a sophisticated overseas investment policy and a generous foreign 
aid program, which recycle much foreign exchange overseas without 
allowing it to enter the local market. An estimated $7 billion 
current account surplus for 1979 may well expand to a current 
account surplus of $9-10 billion in 1980. Even if the UAE increases 
its overall foreign assistance beyond the estimated $1.5 billion 
extended in 1979, large sums wiJl remain for official investment 
placement overseas. As Ahu Dhabi is the generator of most revenues, 
it will fall to the Abv Dhabi Investment Authority (ADIA) to place a 
significant portion of these funds. While little is known publicly 
of the Authority's portfolio, officials at ADIA stress’ their 
responsibility to protect the inheritance of future generations 
through cautious and diversified investments. 


The investment role of ADIA is reflective of the distinctive nature 
of the individual emirates, each controlling for the most part its 
own generation of revenues and allocation and investment of funds. 
The federal government, for its part, has traditionally depended 
upon the voluntary support of constituent emirates for contributions 
to the budget, with Abu Dhabi providing the lion's share of this 
support. Following the March 1980 agreement between Shaikh Zayed of 
Abu Dhabi and Shaikh Rasid of Dubai for joint support of the federal 
budget, federal programs may be placed on a firmer footing. 
Certainly, the federal government appears to be prepared to take a 
more active role in development of the country, devoting to new 
projects in 1980, $147 million and to continuing projects $365 
million as opposed to $13 million and $296 million respectively in 
1979. The federal budget as a whole mirrors this same growth, 
rising from about $2.7 billion in 1979 to approximately $4.3 billion 
in 1989. As the federation gains cohesiveness, this trend toward 
larger federal budgets and greater central government involvement in 
economic growth is expected to continue. 


U.S.-UAE Commercial Outlook 


Import figures provide striking evidence of the UAE's recovery from 
the 1977-78 economic downturn. Between 1977 and 1978, imports rose 
by less than 1 percent. [In contrast, 1979 imports of $6.6 billion 
showed an increase of 28 percent over the 1978 level of $5.2 
billion. First quarter imports of $1.6 billion in 1980 were up 15.3 
percent from 1979. Reexports, primarily from Dubai, rose from $363 
million in 1978 to $545 million in 1979. Almost half of the 
reexports were destined for Iran, but a substantial share went to 
Saudi Arabia and Qatar as well. Market share patterns have remained 
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essentially the same since 1977, with Japan (18 percent) and the 
United Kingdom (16 percent) as the principal suppliers. fThe U.S. 
market share rose slightly in 1978-79 (11.6 to 12.1 percent), with 
the gain coming in Abu Dhabi market, where oil field equipment and 
capital goods were a significant factor, rather than in the more 
consumer-oriented Dubai market. 


Over the next few years, U.S. firms should find the UAE a good, but 
highly competitive market. The United Kingdom's’ traditional 
presence in the emirates has given British firms a strong position 
in most areas, including telecommunications, electric power, water 
resources, and health care. Japan's wide commercial interests range 
from consumer goods to the petroleum industry. France has been an 
increasingly aggressive competitor for petroleum sector projects. 


Nevertheless, there is good potential for increasing the U.S. share 
of the UAE market. UAE buyers are always interested in alternate 
sources of supply, particularly when a better price is available. 
With a growing number of young Western-educated UAE nationals 
filling positions in government departments and ministries, there is 
considerable interest in new and better technology as_ well. 
Finally, now that the first rash of development has been completed, 
UAE planners are showing more concern with quality, and not only 
with price and completion time. 


U.S. design, engineering, and construction firms have a_ good 
reputation, and there is increasing interest in U.S. alternatives to 
some European firms whose work has proven less than satisfactory to 
UAE customers. Contract awards to U.S. engineering firms would, in 
turn, increase purchases from U.S. equipment suppliers. The best 
market opportunities exist for U.S. suppliers of oil and gas 
development equipment and services, power generation and 
transmission equipment, computer systems, and medical equipment. 
With British participation in Emirtel, the UAE's telecommunications 
company, ending in December 1980, the UK-dominated 
telecommunications market may become more open to other competitors, 
but it is stil} too soon to tel]? what procurement policies the UAE 
management will follow. U.S. consultants and manufacturers offering 
industrial technoJogy suited to the UAE's market size and resource 
endowment are certainly welcome, particularly as joint venture 
partners. 


On the consumer side, foodstuffs, furniture and decorator items, and 
sports and recreation equipment have the best market potential. 
While a segment of the consumer market is highly price conscious, 
there is also a market for high-avality expensive consumer goods. 


Commercial competition in the UAE is rigorous, and U.S. firms should 
expect to devote considerable time and effort to establishing 
contacts and developing the market. In Abu Dhabi, foreign firms are 
required by law to have an agent, sponsor, or partner of local 
origin unless they are doing business exclusively with the military 





where such affiliations are optional. In Dubai and the Northern 
Emirates, foreign companies are not legally required to have local 
agents, but in a society where constant personal contact and a good 
name are so important, having a partner or agent may be regarded as 
a practical necessity. American firms wishing to do business in the 
UAE should enter into such an affiliation with care, considering the 
reputation, capability, experience, and size of potential agencies. 
What is ultimately critical to the success of any U.S. marketing 
effort in the emirates is the effectiveness of the local partner or 
agent and the American supplier's own reputation for reliability. 


*% U. S. GOVERNMENT PRINTING OFFICE: 1980—341-007/338 
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